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the loan. The loan is made pursuant to a pro-
gram run by Y to encourage economic rede-
velopment of depressed areas, and no signifi-
cant purpose involves the production of in-
come or the appreciation of property. The 
loan significantly furthers the accomplish-
ment of Y’s exempt activities and would not 
have been made but for such relationship be-
tween the loan and Y’s exempt activities. 
Accordingly, the loan is a program-related 
investment.

Example (7). X, a private foundation, in-
vests $100,000 in the common stock of cor-
poration M. The dividends received from 
such investment are later applied by X in 
furtherance of its exempt purposes. Although 
there is a relationship between the return on 
the investment and the accomplishment of 
X’s exempt activities, there is no relation-
ship between the investment per se and such 
accomplishment. Therefore, the investment 
cannot be considered as made primarily to 
accomplish one or more of the purposes de-
scribed in section 170(c)(2)(B) and cannot 
qualify as program-related.

Example (8). S, a private foundation, makes 
an investment in T, a business corporation, 
which qualifies as a program-related invest-
ment under section 4944(c) at the time that 
it is made. All of T’s voting stock is owned 
by S. T experiences financial and manage-
ment problems which, in the judgment of the 
foundation, require changes in management, 
in financial structure or in the form of the 
investment. The following three methods of 
resolving the problems appear feasible to S, 
but each of the three methods would result 
in reduction of the exempt purposes for 
which the program-related investment was 
initially made: 

(a) Sale of stock or assets. The foundation 
sells its stock to an unrelated person. Pay-
ment is made in part at the time of sale; the 
balance is payable over an extended term of 
years with interest on the amount out-
standing. The foundation receives a pur-
chase-money mortgage. 

(b) Lease. The corporation leases its assets 
for a term of years to an unrelated person, 
with an option in the lessee to buy the as-
sets. If the option is exercised, the terms of 
payment are to be similar to those described 
in (a) of this example. 

(c) Management contract. The corporation 
enters into a management contract which 
gives broad operating authority to one or 
more unrelated persons for a term of years. 
The foundation and the unrelated persons 
are obligated to contribute toward working 
capital requirements. The unrelated persons 
will be compensated by a fixed fee or a share 
of profits, and they will receive an option to 
buy the stock held by S or the assets of the 
corporation. If the option is exercised, the 
terms of payment are to be similar to those 
described in (a) of this example.

Each of the three methods involves a change 
in the form or terms of a program-related in-
vestment for the prudent protection of the 
foundation’s investment. Thus, under 
§ 53.4944–3(a)(3)(i), none of the three trans-
actions (nor any debt instruments or other 
obligations held by S as a result of engaging 
in one of these transactions) would cause the 
investment to cease to qualify as program-
related.

Example (9). X is a socially and economi-
cally disadvantaged individual. Y, a private 
foundation, makes an interest-free loan to X 
for the primary purpose of enabling X to at-
tend college. The loan has no significant pur-
pose involving the production of income or 
the appreciation of property. The loan sig-
nificantly furthers the accomplishment of 
Y’s exempt activities and would not have 
been made but for such relationship between 
the loan and Y’s exempt activities. Accord-
ingly, the loan is a program-related invest-
ment.

Example (10). Y, a private foundation, 
makes a high-risk investment in low-income 
housing, the indebtedness with respect to 
which is insured by the Federal Housing Ad-
ministration. Y’s primary purpose in making 
the investment is to finance the purchase, 
rehabilitation, and construction of housing 
for low-income persons. The investment has 
no significant purpose involving the produc-
tion of income or the appreciation of prop-
erty. The investment significantly furthers 
the accomplishment of Y’s exempt activities 
and would not have been made but for such 
relationship between the investment and Y’s 
exempt activities. Accordingly, the invest-
ment is program-related.

§ 53.4944–4 Special rules. 
(a) Joint and several liability. In any 

case where more than one foundation 
manager is liable for the tax imposed 
under section 4944 (a)(2) or (b)(2) with 
respect to any one jeopardizing invest-
ment, all such foundation managers 
shall be jointly and severally liable for 
the tax imposed under each such para-
graph with respect to such investment. 

(b) Limits on liability for management. 
With respect to anyone jeopardizing in-
vestment, the maximum aggregate 
amount of tax collectible under section 
4944(a)(2) from all foundation managers 
shall not exceed $5,000, and the max-
imum aggregate amount of tax collect-
ible under section 4944(b)(2) from all 
foundation managers shall not exceed 
$10,000. 

(c) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples:
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Example (1). A, B, and C are foundation 
managers of X, a private foundation. Assume 
that A, B, and C are liable for both initial 
and additional taxes under sections 4944(a)(2) 
and 4944(b)(2), respectively, for the following 
investments by X: an investment of $5,000 in 
the common stock of corporation M, and an 
investment of $10,000 in the common stock of 
corporation N. A, B, and C will be jointly and 
severally liable for the following initial 
taxes under section 4944(a)(2): a tax of $250 
(i.e., 5 percent of $5,000) for each year (or 
part thereof) in the taxable period (as de-
fined in section 4944(e)(1)) for the investment 
in M, and a tax of $500 (i.e., 5 percent of 
$10,000) for each year (or part thereof) in the 
taxable period for the investment in N. Fur-
ther, A, B, and C will be jointly and severally 
liable for the following additional taxes 
under section 4944(b)(2): a tax of $250 (i.e., 5 
percent of $5,000) for the investment in M, 
and a tax of $500 (i.e., 5 percent of $10,000) for 
the investment in N.

Example (2). Assume the facts as stated in 
Example (1), except that X has invested 
$500,000 in the common stock of M, and $1 
million in the common stock of N. A, B, and 
C will be jointly and severally liable for the 
following initial taxes under section 
4944(a)(2): a tax of $5,000 for the investment 
in M, and a tax of $5,000 for the investment 
in N. Further, A, B, and C will be jointly and 
severally liable for the following additional 
taxes under section 4944(b) (2): a tax of $10,000 
for the investment in M, and a tax of $10,000 
for the investment in N.

§ 53.4944–5 Definitions. 
(a) Taxable period—(1) In general. For 

purposes of section 4944, the term 
‘‘taxable period’’ means, with respect 
to any investment which jeopardizes 
the carrying out of a private founda-
tion’s exempt purposes, the period be-
ginning with the date on which the 
amount is invested and ending on the 
earliest of: 

(i) The date of mailing of a notice of 
deficiency under section 6212 with re-
spect to the tax imposed on the making 
of the investment by section 4944(a)(1); 

(ii) The date on which the amount in-
vested is removed from jeopardy; or 

(iii) The date on which the tax im-
posed by section 4944(a)(1) is assessed. 

(2) Special rule. Where a notice of defi-
ciency referred to in subparagraph (1) 
(i) of this paragraph is not mailed be-
cause there is a waiver of the restric-
tions on assessment and collection of a 
deficiency, or because the deficiency is 
paid, the date of filing of the waiver or 
the date of such payment, respectively, 

shall be treated as the end of the tax-
able period. 

(b) Removal from jeopardy. An invest-
ment which jeopardizes the carrying 
out of a private foundation’s exempt 
purposes shall be considered to be re-
moved from jeopardy when: 

(1) The foundation sells or otherwise 
disposes of the investment, and 

(2) The proceeds of such sale or other 
disposition are not themselves invest-
ments which jeopardize the carrying 
out of such foundation’s exempt pur-
poses. 
A change by a private foundation in 
the form or terms of a jeopardizing in-
vestment shall result in the removal of 
the investment from jeopardy if, after 
such change, the investment no longer 
jeopardizes the carrying out of such 
foundation’s exempt purposes. For pur-
poses of section 4944, the making by a 
private foundation of one jeopardizing 
investment and a subsequent exchange 
by the foundation of such investment 
for another jeopardizing investment 
will be treated as only one jeopardizing 
investment, except as provided in 
§ 53.4944–6 (b) and (c). For the treatment 
of a jeopardizing investment which is 
removed from jeopardy or otherwise 
transferred by a private foundation by 
the making of a grant or by bargain-
sale, see sections 4941 and 4945 and the 
regulations thereunder. A jeopardizing 
investment cannot be removed from 
jeopardy by a transfer from a private 
foundation to another private founda-
tion which is related to the transferor 
foundation within the meaning of sec-
tion 4946(a) (1)(H) (i) or (ii), unless the 
investment is a program-related in-
vestment in the hands of the transferee 
foundation. 

(c) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples:

Example (1). X, a private foundation on the 
calendar year basis, makes a $1,000 jeopard-
izing investment on January 1, 1970. X there-
after sells the investment for $1,000 on Janu-
ary 3, 1971. The taxable period is from Janu-
ary 1, 1970, to January 3, 1971. X will be liable 
for an initial tax of $100, that is, a tax of 5 
percent of the amount of the investment for 
each year (or part thereof) in the taxable pe-
riod.

Example (2). Assume that both C and D are 
investments which jeopardize exempt pur-
poses. X, a private foundation, purchases C 
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